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RESOLUTION NO. 2012-1

A RESOLUTION OF THE BOARD OF DIRECTORS OF THE HARRIS
COUNTY APPRAISAL DISTRICT APPROVING AND ADOPTING
THE 2013-2014 REAPPRAISAL PLAN

* * * *

WHEREAS, the Texas Tax Code obligates the Board of Directors of the Harris County
Appraisal District to adopt a written plan for the periodic reappraisal of all properties within
the district’s boundaries; and

WHEREAS, Texas Tax Code Sec. 6.05(i) expressly requires the Board of Directors to
complete all hearings, amendments, and resolutions necessary for the plan’s adoption no later
than September 15 of each even-numbered year; and

WHEREAS, the Board of Directors believes the adoption of the proposed reappraisal plan as
submitted for years 2013-2014 is in the interest of the public;

NOW THEREFORE, BE IT RESOLVED AS FOLLOWS:
The Board of Directors of the Harris County Appraisal District hereby adopts the attached

2013-2014 reappraisal plan as submitted to be implemented by the Harris County Appraisal
District.

PASSED, APPROVED, AND ADOPTED this the 15" day of August 2012.

Chaifman, Board of Directors
Harris County Appraisal District

ATTEST:

Secretary, Board of Directors
Harris County Appraisal District

(SEAL)
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Noticeto the Public

For tax years 2013 and 2014, the Harris County Appraisal District (HCAD) will conduct
its appraisal activities on an annual basis. This means property values will be reviewed
each year, and may fluctuate up or down depending on market conditions. The practical
effect of this plan to property ownersis that regardless of whether or not the value
changes, the owner will receive anotice of appraised value in each year of thistwo-year
plan.

EXECUTIVE SUMMARY

Over the past five years, the national economy experienced a dramatic downturn in the
residential housing market, caused primarily by subprime lending and other financial
practices. However, Harris County did not suffer volatility in the real estate market to the
degree seen around the nation. The local residential markets have started a slow
recovery, diminishing the distortion caused by the federal homebuyer tax credit in 2010.
Sales volume and the median price of single-family housing experienced a slight increase
over last year'sfigures. Other factors contributing to the recovery include reduced
inventory and exposure time for homes in the second half of 2011, and a significant
decrease in the number of foreclosures. Months of inventory decreased twenty percent
indicating a switch from a buyer’s market to a seller’ s market. Foreclosures fell 39%
from January 2010 to January 2011 and the median price of foreclosures increased.

Although the national economy has not fully recovered from the recession, Houston’'s
economy has shown positive signs of stabilization and growth during 2011 continuing
into 2012. Thisislargely because its economic drivers are different than the typical for
the nation overall. The energy sector isthe major force that leads the city in its recovery.
Growth in oil related jobs have had amajor effect on the local economy. Growth in the
port and continued population increases continue to spur the area’ s economy. It was
reported that Houston recovered all its job losses from the recession and that an estimated
84,600 jobs would be added. Asaresult, demand for commercial real estate has
increased as evidenced in increasing sales volume; declining vacancy rates; steady to
marginal rental increases,; and a surge in the number of new building starts. Continued
growth is expected as Houston’ s economy transitions from the recovery phase to the
expansion phase. Changes in the commercial real estate market, which vary by property
type, make it especially important to monitor local trends and their effect on property
values. To stay abreast of changesin Houston’s large, complex commercial sector, the
district will carefully evaluate the valuation components, such as market rents,
capitalization rates, and building costs.

In order for the district’ s appraisal values to accurately reflect the changes in the local
real estate market over the next two years, an annual reappraisal cycle will best serve to
smooth out the unpredictability in market trends. The decision to reappraise in each year
covered by this plan will alow the district the flexibility to evaluate current market data,
implement changing building costs, re-delineate neighborhood and economic boundaries,
and calibrate mass appraisal models.



Tax Code Sec. 6.05(i), which requires the adoption of this plan, uses “reappraisal” in a
broad sense to mean the activities that the district undertakes every year — inspecting
property, updating models, and appraising the property. Under this section, a property is
reappraised when these activities are done, even if its value does not change.

Accordingly, this plan describes HCAD' s activities as annual reappraisal, and it will be
the district’ s policy to mail appraisal noticesto all property ownersin every year. The
board of directors believes this policy is appropriate and in the public interest because it
will make property owners fully aware of their property’s value, even if no change has
occurred.



REAPPRAISAL PLAN

TAX CODE REQUIREMENT

Sec. 6.05(i), Tax Code, requires each appraisal district to adopt awritten reappraisal plan
every two years. Sec. 25.18, Tax Code, requires the district to implement the plan. Sec.
6.05(i) provides:

(i) To ensure adherence with generally accepted appraisal practices, the
board of directors of an appraisal district shall develop biennially awritten
plan for the periodic reappraisal of all property within the boundaries of
the district according to the requirements of Section 25.18 and shall hold a
public hearing to consider the proposed plan. Not later than the 10™ day
before the date of the hearing, the secretary of the board shall deliver to
the presiding officer of the governing body of each taxing unit
participating in the district a written notice of the date, time, and place of
the hearing. Not later than September 15 of each even numbered year, the
board shall complete its hearings, make any amendments, and by
resolution finally approve the plan. Copies of the approved plan shall be
distributed to the presiding officer of the governing body of each taxing
unit participating in the district and to the comptroller within 60 days of
the approval date.

I mplementation
Subsections (a) and (b), Section 25.18, Tax Code, provide as follows:

@ Each appraisal office shall implement the plan for periodic reappraisal of
property approved by the board of directors under Section 6.05 (i).

(b) The plan shall provide for the following reappraisal activities for al real
and personal property in the district at least once every three years.

Q) | dentifying properties to be appraised through physical inspection
or by other reliable means of identification, including deeds or
other legal documentation, aerial photographs, land-based
photographs, surveys, maps, and property sketches;

(2 | dentifying and updating relevant characteristics of each property
in the appraisal records;

3 Defining market areas in the district;



4) |dentifying property characteristics that affect property valuein
each market area, including:

(A)
(B)

(©)
(D)

(5) Developing an appraisal model that reflects the relationship among
the property characteristics affecting value in each market area and

The location and market area of the property;
Physical attributes of property, such as size, age, and
condition;

Legal and economic attributes; and

Easements, covenants, leases, reservations, contracts,
declarations, special assessments, ordinances, or legal
restrictions,

determines the contribution of individual property characteritics;

(6) Applying the conclusions reflected in the model to the
characteristics of the properties being appraised; and

) Reviewing the appraisal results to determine value.

REVALUATION PoLicY (REAPPRAISAL CYCLE)

In each year covered by the plan, HCAD will conduct a mass appraisal of all propertiesin

the district compliant with Uniform Standards of Professional Appraisal Practices

(USPAP), and will update property values as necessary. The chief appraiser will provide

anotice of appraisal for each property in compliance with Section 25.19, Tax Code.



2013 & 2014
REAPPRAISAL PLAN DETAIL

APPRAISAL ANALYSIS& DELIVERY OF NOTICES

In each Tax Y ear covered by the plan, HCAD will conduct a mass appraisal of all
properties in the district and will update property values as necessary. The chief
appraiser will provide anotice of appraisal for each property in compliance with Section
25.19, Tax Code. The activitiesinvolved in the appraisal analysis are described below.

PERFORMANCE ANALYSIS

For each Tax Y ear, the previous year's certified values will be analyzed with ratio studies
to determine appraisal accuracy and uniformity overall and, by market area within state
property reporting categories. Ratio studies will be conducted in compliance with the
IAAO current Sandard on Ratio Studies. Descriptive statistics, such as mean, median,
and weighted mean ratios will be calculated for properties in each reporting category to
measure the level of appraisal accuracy and the coefficient of dispersion (COD) will be
calculated to measure appraisal uniformity by property reporting category. Thisanaysis
will be used to develop the basis for establishing the accuracy and uniformity of appraisal
performance.

ANALYSISOF AVAILABLE RESOURCES

Staffing and budgetary requirements for Tax Y ear 2013 are detailed in the district’s 2013
budget, as adopted by the board of directors and attached to the written biennial plan by
reference. Thisreappraisa plan isadjusted to reflect the available staffing in Tax Y ear
2013 and the anticipated staffing for Tax Y ear 2014. Staffing will impact the cycle of
real property re-inspection and personal property on-site review that can be accomplished
in the 2013-2014 time period. The board of directors will annually evaluate the number
of appraisal review board members needed to conduct hearings.

Information Systems (1S) support will be detailed with year specific functions identified
and system upgrades scheduled. Computer generated forms will be reviewed for
revisions based on year and reappraisal status. Legislative changes will be scheduled for
timely completion and testing. Existing maps and data requirements will be specified and
updates put in production as needed.

PLANNING AND ORGANIZATION

For each year, a calendar of key events with critical completion dates will be prepared for
each magjor work area. This calendar identifies al key eventsfor appraisal, clerical,
Information & Assistance Division, and information systems. Production standards for
field and office activities will be established and incorporated in the planning and
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scheduling process. The scope of work, available time frame, staffing resources, and any
budgetary constraints have been considered in the development of the reappraisal plan.
To the extent that circumstances require revision to this plan, amendments to the plan
will be submitted to the board of directors for approval.

M ASS APPRAISAL SYSTEM

Computer Assisted Mass Appraisal (CAMA) system revisions and enhancements will be
specified and prioritized with Information Systems. Legidlative mandates will be
addressed and implemented into the necessary system applications. All computer
generated forms, letters, notices and orders will be reviewed annually and revised as
required. The following details the procedures as they relate to the 2013 and 2014 Tax
Years.

REAL PROPERTY VALUATION

Revisions to cost models, income models, and market models will be specified, updated
and tested each Tax Year. Ineach year, cost schedules will be tested with market datato
insure that the appraisal district isin compliance with Section 23.011 of the Tax Code.
Replacement cost new tables and depreciation tables will be tested for accuracy and
uniformity through ratio studies and comparison with cost data from Marshall & Swift
Services, which is anationally recognized cost service.

Income, expense, and occupancy datawill be updated in the income models for each
market area and capitalization (cap) rate studies will be completed using current sales
data. The resulting modelswill be tested using ratio studies.

Land tables will be updated using current market data and then tested with ratio studies.
Restrictions, covenants, and other factors influencing value will be identified and
analyzed. Vaue modifierswill be developed for property categories by market area as
required, and tested with ratio studies.

PERSONAL PROPERTY VALUATION

Personal property analyst staff will analyze and test density schedules based on rendition
and prior year hearing documentation. Modelswill be refined according to actual
original cost data and valuation procedures will be reviewed, modified as needed, and
tested.

APPRAISAL NOTICES

Appraisal notices will be reviewed for legal sufficiency and correctness. Enclosures will
be updated, including the latest version of the comptroller’s Property Taxpayer
Remedies. Real property notices will generally be mailed in April. Personal property
notices will be mailed in June.



HEARING PROCESS

Appraisal will conduct training of staff in April of each Tax Y ear to ensure preparedness
for informal meetings, which begin the first week of May, and formal hearings, which
generally begin the middle of May of each Tax Year. Revisions and enhancementsto
existing hearing scheduling procedures will be reviewed and updated to ensure efficiency
and timely certification of the appraisal roll. Standards of documentation and the
appraisal district hearing evidence will be reviewed and updated to reflect the current
valuation methods and practices. Production of documentation will be tested and
compliance with Tax Code requirements will be ensured.

IDENTIFYING & UPDATING RELEVANT PROPERTY CHARACTERISTICS

Field and office procedures will be reviewed and revised as required for data collection
and verification of value-related and descriptive property characteristics for each
property. Activities scheduled for each Tax Y ear include inspection of new construction,
demolition, and remodeling, re-inspection of problematic market areas, and re-inspection
of the universe of properties on a projected three-year cycle, and annual verification of
salesinformation. Methods of re-inspection include on-site inspection and use of
orthographic and oblique imagery.

NEW CONSTRUCTION/DEMOLITION

Field and office review procedures for inspection of new construction will be reviewed
and revised asrequired. Field production standards will be established and quality
assurance will be conducted to verify accuracy of data. Building permitswill be received
from the cities and Harris County electronically and in paper form. CAMA system
uploads and data entry will both be used to input the data into the Permits database. The
process of verifying demolition of improvements will be specified.

REMODELING

Market areas with notable remodeling of improvements will be identified and on-site
inspections will be scheduled to verify the degree of remodeling and property
characteristic data. Varying levels of remodeling frequently exist in transition areas
creating submarkets within a neighborhood, which will be analyzed through stratification
of sales by degree of remodel.

RE-INSPECTION OF PROBLEMATIC MARKET AREAS

Real property market areas, stratified by property classification, will be tested for low or
high protest volumes; low or high sales ratios; and high coefficients of dispersion.
Market areas that fail any or al of these tests will be determined to be problematic. Field
reviews will be scheduled to verify and correct property characteristics data. Additional
sales data will be researched and verified in order to assess whether the market areais
correctly delineated. In the absence of adequate market data, neighborhood boundary
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lines may need to be redrawn and neighborhood clusters, representative of the overall
market area will be established.

MARKET AREA DELINEATION

Market areas are defined by the physical, economic, governmental and social forces that
influence property values. The effects of these forces were used to identify, classify, and
stratify or delineate similarly situated properties into smaller, more comparable and
manageabl e subsets for valuation purposes. Delineation can involve the physical drawing
of neighborhood boundary lines on amap or, it can also involve statistical separation or
stratification based on attribute analysis. These homogeneous properties have been
delineated into valuation neighborhoods for residential property or economic class for
commercia property, but because there are discernible patterns of growth that
characterize a neighborhood or market segment, analyst staff will annually evaluate the
neighborhood boundaries or market segments to ensure homogeneity of property
characterigtics.

RE-INSPECTION OF THE UNIVERSE OF PROPERTIES

The Texas Property Tax Code, Section 25.18 (b) requires the re-inspection of the
universe of properties at least once every three years. Real property re-inspection for the
2013 and 2014 Tax Y ears will be completed using a combination of field inspections and
office review. Office review of property will include; 1) the examination of aerial
photography using oblique and orthographic imagery, which allows for digital
verification of building measurements and visual inspection of external economic
influences; 2) existing property sketches and property characteristics; and 3) street-view
digitized images.

A sketch verification project will be incorporated as part of an onsite review in each Tax
Y ear of the reappraisal plan. GIS building roof lineswill be used to calculate square
footage and perimeter of the areato compare against existing CAMA square footage.

FIELD OR OFFICE VERIFICATION OF SALES DATA AND PROPERTY CHARACTERISTICS

Specific data about the date, price, terms and conditions of a sale must be verified for
proper analysis and usein aratio study. Information on property characteristics that
reflect the property at the time of sale must be captured in order to determine whether
property that was appraised is essentially the same aswhat was sold. Thisis particularly
necessary when the property was involved in aforeclosure proceeding. Frequently,
foreclosed property has been abandoned or neglected leaving the property in aless than
desirable condition. Sales and property characteristics data must be accurate or ratio
study results will be distorted.



LEGAL ATTRIBUTES AFFECTING VALUE

The district will maintain an active program, conducted by the information and assistance
division, to identify and describe elements of recorded conveyances that will affect the
use or value of the property, such as easements, covenants, reservations, and declarations.
The district will a'so monitor the enactment or changes of governmental restrictions
affecting property value, such as zoning, health ordinances, special assessments, and
other legal restrictions. Where |leases and other possessory interests are of a nature and
duration that they affect value, they will be considered in the individual valuation of the
property to which they apply.

PiLOT StuDY

New or revised mass appraisal models will be tested on randomly selected market aress.
Salesratio studies will be used to test the models. Predictive results will be compared
against actual results and those models not performing satisfactorily will be refined and
retested. The procedures used for model specification and model calibration will comply
with USPAP Standards Rule 6, for the applicable year.

VALUATION METHODSBY PROPERTY TYPE

For each Tax Y ear, valuation models will be specified and calibrated in compliance with
the supplemental standards from IAAO and USPAP. The calculated values will be tested
for accuracy and uniformity using ratio studies. Performance standards will be those as
established by the IAAO current Sandard on Ratio Studies. Property valuesin all
market areas will be analyzed and updated each reappraisal year as required for appraisal
level and uniformity.

RESIDENTIAL REAL PROPERTY

Ratio studies will be conducted on approximately 7,390 residential valuation
neighborhoods to judge the two primary aspects of mass appraisal accuracy: level and
uniformity of value (Fundamentals of Mass Appraisal, IAAO, 2011). The reappraisal
process for residential property, which includes land analysis, sales outlier review,
neighborhood sales analysis, and finalization of proposed estimates of value, typically
occurs mid-September through February.

Valuation Methods Used:

Cost Approach

The district will use amarket trended cost approach when valuing single-family and
multi-family residential properties. The comparative unit method will be used to develop
the “base’ cost of astructure. Adjustmentswill then be made for differences from base
specifications using the unit-in-place method. Table-driven cost factors, taken from
Marshall & Swift, anationally recognized cost estimator, will be adjusted for local or
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regional differencesin construction and labor costs. Neighborhood or location
adjustment factors will be devel oped from appraisal statistics provided by ratio studiesto
ensure that estimated values reflect both the supply and demand side of the market. The
following equation denotes the market trended cost model used:

MV =MA [RCN —D] + LV

The market value (MV) equals the market adjustment factor (MA) applied to the
replacement cost new less depreciation (RCNLD), plusthe land value (LV). Market
adjustments will be applied uniformly within neighborhoods to account for location
variances between market areas or across a jurisdiction.

Residential land values will be estimated using the base ot method, which establishes the
value of the standard, or “base” parcel within each stratum or delineated neighborhood
through sales comparison analysis. The analysis assumes that the major factors causing
variations among land values within a neighborhood are view, traffic, and size. In areas
where insufficient vacant land sales exist, the abstraction method, also known as the land
residual method and the allocation method, known as the land ratio method will be used
to establish base lot values within a neighborhood. The analysts will develop a base lot
and primary rate, and assign each unique neighborhood to one of six square foot land
tables. The square foot land table is designed to systematically value the primary and
residual land based on a specified percentage of the primary rate. A computerized land
table stores the land information required to consistently value individual parcels within
neighborhoods. Land adjustments will be applied on individual properties, where
necessary, to adjust for such influences as view, shape, size, and topography, among
others.

If aneighborhood is to be reappraised, the analyst will run a cost ratio study that
compares recent sales prices of properties appropriately adjusted for the effects of time
and stratified geographically by neighborhood with the property’s cost value. The
calculated ratio derived from the sum of the sold properties’ cost value divided by the
sum of the sales prices indicates the neighborhood level of value based on the unadjusted
cost value for the sold properties. This cost-to-sale ratio will be compared to the
appraisal-to-sale ratio to determine the market adjustment factor for each neighborhood.
This market adjustment factor is needed to trend the values obtained through the cost
approach closer to the actual market evidenced by recent sales prices within agiven
neighborhood. The sales used to determine the market adjustment factor will reflect the
market influences and conditions only for the specified neighborhood, thus producing
more representative and supportable values. The market adjustment factor calculated for
each neighborhood to be updated will be applied uniformly to all properties within a
neighborhood. A second set of ratio studies will be generated that compares recent sale
prices with the proposed market values for these sold properties. From this set of ratio
studies, the analyst will judge the appraisal level and uniformity in both updated and non-
updated neighborhoods, and finally, for the school district as awhole.
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An extensive review and revision of the residential cost schedules and depreciation table
was completed for 2012 and will likely be performed in both 2013 and 2014. An annual
comparison of the Marshall and Swift cost index is used as a check to determine whether
residential costs have changed more than 10% since our last cost update. Samples of
newly constructed sold properties of varying construction quality in Harris County will
be reviewed. The property characteristics of these sampled properties will be verified
and photographs will be taken. HCAD dwelling costs will be compared against current
Marshall & Swift Residential Estimator costs. This process includes correlation of
quality of construction factors from HCAD and Marshall & Swift. Theresults of this
comparison will be analyzed using several measures, including stratification by quality
and review of estimated building costs, as well asland value to sales prices.

Sales Comparison Approach

Asindicated in Property Appraisal and Assessment Administration (IAAO, 1990), in the
absence of a sale of the subject, sales prices of comparable properties are usually
considered the best evidence of market value. The sales comparison approach models the
behavior of the market by comparing the properties being appraised with comparable
properties that have recently sold or for which offers to purchase have been made. Their
sales prices are then adjusted for differences from the subject and a market value for the
subject is estimated from the adjusted sales prices of comparable properties.

The district does not currently develop estimates of value for single-family properties
using amass appraisal sales comparison approach due to limitations of the CAMA
software. Thedistrict isin discussion with an industry consultant to provide services
related to multiple regression analysis (MRA) to develop effective age from actual age
and other characteristics. It’s anticipated that this enhancement may span several years
with Phase | implementation for the 2014 tax year. Once effective ageis applied and
successfully used in valuation, regressed estimates of value will be developed and further
tested for possible application in future reappraisals.

Income Approach

The income approach is most suitable for types of properties frequently purchased and
held for the purpose of producing income, such as apartments, office buildings, retail and
warehouses. It isnot conducive to the valuation of single-family residential properties
that are seldom rented, or where market demand factors such as personal preferences or
location unduly influence the market.

INVENTORY RESIDENTIAL PROPERTY

Residential improved and vacant property held asinventory is appraised in compliance
with the Texas Property Tax Code, Section 23.12 (a).

In general, the district uses its own land value estimates and the actual itemized
construction, labor, and material costs, plus other soft or indirect costs to estimate market
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value as of the assessment date. The market values of improved inventory will be
reviewed annually and inventory consideration will be eliminated when ownership
transfers to the property owner.

Vacant residential inventory will be valued using a discounted cash flow formulathat
considers value relative to the income or cash flow, the interest or discount rate, and the
number of yearsthe property islikely to be held. Aswith improved inventory, full
market value will be applied once the vacant land is absorbed and ownership transfers for
the purpose of residential construction.

COMMERCIAL REAL PROPERTY

Ratio studies will be conducted on 30 market areas to judge the two primary aspects of
mass appraisal accuracy: level and uniformity of value. The reappraisal process for
commercia property, which includes land analysis, sales outlier review, neighborhood
sub-delineation, and finalization of proposed estimates of value, typically occurs mid-
September through February. Once proposed values are finalized, aratio study will be
performed again to test the level and uniformity of appraisal within property use and
among various classes. Apartments with over twenty units will be valued using the
income approach. Apartments, retail, warehouses, office buildings, and golf courses will
be valued by the cost approach or the income approach, as deemed most appropriate
pursuant to Section 23.0101, Tax Code.

Valuation Methods Used:

Cost Approach

The cost approach to value will be applied using the comparative unit method. This
methodology involves the use of national cost data reporting services as well as actual
cost information on comparable properties whenever possible. Cost models are typically
developed based on Marshall & Swift. Cost models include the use of replacement cost
new (RCN) of all improvements. The replacement cost will be used because it values the
cost of aproperty that is a utility equivalent of the property being appraised using current
construction methods and materials. This method is an alternative to using the
reproduction cost, which is the cost to construct an exact replica of the property being
appraised. These costs include comparative base rates, per unit adjustments and lump
sum adjustments. This approach also employs an alternative valuation method for the
underlying land. Time and location modifiers will be necessary to adjust cost datato
reflect conditionsin a specific market and changes in costs over aperiod of time.

A national cost serviceis used as aguideline for our cost models and local modifiers will
be applied to adjust the base costs specifically for Harris County. Depreciation schedules
will be developed based on what is typical for each property type of a specific age.
Depreciation schedul es have been implemented for what is typical of each major class of
commercial property by economic life categories. Schedules have been devel oped for
improvements with a fifteen to sixty-year expected economic life at 5-year intervals.
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These schedules will be tested every other year to ensure they will be reflective of current
market conditions. The actual and effective ages of improvements will be noted in the
CAMA software. Effective age estimates will be based on the utility of the
improvements relative to the improvement's total economic life and its competitive
position in the marketplace. Effective age estimates will be based on three levels of
renovation and will be described in the Commercial Lister's Manual.

Market adjustment factors such as physical, functional and economic obsolescence will
be applied, if warranted. A depreciation calculation override will be applied if the
condition or effective age of aproperty varies from the norm. This override isindicated
by appropriately noting the physical condition, functional utility, and economic ratings on
the property data characteristics. These adjustments will typically be applied to a specific
property type or location and will be developed through ratio studies or other market
analyses. Accuracy in the development of the cost schedules, condition ratings, and
depreciation schedul es usually minimize the necessity of this type of an adjustment
factor.

Sales Comparison Approach

Although all three of the approaches to value are based on market data, the Sales
Comparison Approach is most frequently referred to as the Market Approach. This
approach is utilized not only as a primary method for estimating land value, but also in
comparing sales of similarly improved properties to each parcel on the appraisal roll.
Pertinent data from actual sales of properties, both vacant and improved, will be obtained
throughout the year in order to analyze relevant information, which is then used in all
aspects of valuation. Sales of similarly improved properties can provide a basis for the
depreciation schedules in the cost approach, rates and multipliers used in the income
approach, and as a direct comparison in the sales comparison approach. Improved sales
will also be used in ratio studies, which afford the analyst an excellent means of judging
the present level and uniformity of the appraised values. The district implemented a
regression modeling training in October 2011 using statistical software external to our
existing CAMA. Thedivision’s plan isto continue training analyst staff in the use of the
statistical software and regression modeling during the two years covered by this
reappraisal plan. It isanticipated that estimates of value developed using the sales
comparison approach will be done concurrently with values generated through the
income or cost approaches to value in the two years covered by this plan. The decision as
to what primary valuation method would be applied in agiven tax year will be
determined by reconciliation of the three approaches to value.

Based on the market data analysis and review discussed in the cost, income and sales
approaches, the cost and income models will be calibrated annually. The calibration
results will be keyed to the schedules and modelsin our CAMA system for utilization on
all commercial propertiesin the district. The schedules and models will be summarized
in the Commercial Valuation Manual. This manual will be provided to appraisers and
made available to the public in an easy to understand format.
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Income Approach

The income approach to value will be applied to those real propertiesthat are typicaly
viewed by market participants as "income producing”, which are bought and sold based
on the property's ability to produce income, and for which the income methodology is
considered aleading value indicator. Thefirst step in the income approach pertainsto the
estimation of market rent. Thisis derived primarily from actual rent data furnished by
property owners and from local market study publications. This per unit rental rate
multiplied by the number of units resultsin the estimate of potential gross rent.

A vacancy and collection loss allowance is the next item to consider in the income
approach. The projected vacancy and collection loss allowance is established from actual
datafurnished by property owners and on local market publications. This allowance
accounts for periodic fluctuations in occupancy, both above and below an estimated
stabilized level. The market derived stabilized vacancy and collection loss allowanceis
subtracted from the potential gross rent estimate to yield an effective grossrent. A
secondary income or service income is calculated as a percentage of stabilized effective
grossrent. Secondary income represents parking income, escal ations, reimbursements,
and other miscellaneous income generated by the operations of real property. The
secondary income estimate is derived from actual data collected and available market
information. The secondary income estimate is then added to effective gross rent to
arrive at an effective grossincome or EGI.

Allowable expenses and expense ratio estimates will be based on a study of the local
market, with the assumption of "prudent management”. An alowance for non-
recoverable expenses such as leasing costs and tenant improvements will be included in
the expenses. A non-recoverable expense represents costs that the owner pays to lease
rental space. Different expense ratios will be developed for different types of commercial
property based on use. For instance, retail, class A office buildings and class A and B
medical office buildings are most frequently leased on atriple-net basis, whereby the
tenant is responsible for his pro-rata share of taxes, insurance and common area
maintenance. In comparison, class B, C and D office buildings are most often leased on a
base year expense stop. This lease type stipulates that the owner is responsible for al
expenses incurred during the first year of the lease. However, any amount in excess of
the total per unit expenditure in the first year isthe responsibility of the tenant. Under
this scenario, the total operating expense in year one establishes the base rate. Any
increase in expense over the base rate throughout the remainder of the lease term would
be the responsibility of the tenant. Asaresult, expense ratios will be implemented based
on the type of commercial property.

Another form of allowable expense is the replacement of short-lived items, such as roof
or floor coverings, air conditioning or major mechanical equipment, or appliances
requiring expenditures of large lump sums. When these capital expenditures are analyzed
for consistency and adjusted, they may be applied on an annualized basis as stabilized
expenses. When performed according to local market practices by commercial property
type, these expenses when annualized are known as replacement reserves. Subtracting
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the allowable expenses (inclusive of non-recoverable expenses and replacement reserves)
from the effective gross income yields an estimate of net operating income.

Rates and multipliers will be used to convert income into an estimate of market value.
These include income multipliers, overall capitalization rates, and discount rates. Each of
these is used in specific applications. Rates and multipliers also vary between property
types, aswell as by location, quality, condition, design, age, and other factors. Therefore,
application of the various rates and multipliers must be based on athorough analysis of
the market. These procedures are documented in the recently updated Commercial
Valuation Manual.

Capitalization analysis will be used in the income approach models. This methodology
involves the capitalization of net operating income as an indication of market value for a
specific property. Capitalization rates, both overall (going-in) cap rates for the direct
capitalization method and terminal cap rates for discounted cash flow analyses will be
derived from the market. Sales of improved properties from which actual income and
expense data are obtained provide a very good indication of what a specific market
participant is requiring from an investment at a specific point in time. Additionally,
overall capitalization rates can be derived from the built-up method, band-of-investment,
debt coverage ratio, and published sources for similar properties, as well as results from
verified sales. The capitalization rates relate to satisfying the market return requirements
of both the debt and equity positions of areal estate investment. Thisinformation is
obtained from real estate and financial publications, as well as cap rate studies conducted
by the district using verified sales and income information for that specific property.

Rent loss concessions will be made on specific properties with known vacancy problems.
A rent loss concession accounts for the impact of lost rental income while the building is
moving toward stabilized occupancy. The rent losswill be calculated by multiplying the
rental rate by the percent difference of the property's stabilized occupancy and its actual
occupancy. Build-out allowances for first generation space or retrofit second generation
gpace and leasing expenses will be added to the rent loss estimate. A leasing expense
necessary to bring the property to a stabilized level isaso included in this adjustment.
Thetotal adjusted loss from these real property operations will be discounted using an
acceptable risk rate. The discounted value, inclusive of rent loss due to extraordinary
vacancy, build out allowances and |easing commissions, becomes the rent loss
concession and will be deducted from the value estimate of the property at stabilized
occupancy. A variation of this technique allows that for every year that the property's
actual occupancy is less than stabilized occupancy arent loss deduction may be
estimated.

INDUSTRIAL REAL PROPERTY

Industrial real property will be valued each tax year. Some properties will be appraised
by district staff. Otherswill be appraised by contract appraisal firms. The contracts for
assistance in valuing major industrial complexes and general industrial property will be
negotiated in September or October of each year. The board of directors will approve
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appraisal firm contracts in November of each year. Generally, estimates of value
developed by the appraisal firmswill be provided to HCAD by mid-May of each Tax
Year. After the contractor submits their values, a sample of accounts will be randomly
selected from each contractor for review. These accounts will be sent to the contractors
requesting documentation to illustrate how USPAP Standard 6 was followed during the
valuation process.

Industrial properties will typically be valued on a cost approach basis since these
properties are much less frequently bought and sold in the open market than commercial
and residential properties. In addition, since these properties are almost always owner
occupied, the income approach to value will rarely be applicable to industrial properties.
Some special properties, such as amusement and racing facilities, will be valued in the
industrial section and will use a discounted cash flow method (income approach) to value
the property.

Valuation Methods Used:

Cost Approach

The cost approach is most applicable to the valuation of industrial properties. The values
will be appropriately adjusted for age and condition and, if warranted, additional
adjustment will be made for facility utilization. For example, two facilities making the
same or similar products will not necessarily have values close together because one
facility may have better efficiencies, which makes that facility worth more in the market.
The market’ s estimation of the worth of afacility will be taken into account since there
will rarely be any similar properties available for comparison under the sales or income
approachesto value.

Cost schedules will be tested with market data to ensure that the appraisal district isin
compliance with Texas Property Tax Code, Section 23.011. Replacement cost new tables
and depreciation tables will be tested for accuracy and uniformity using ratio studies
compared with cost datafrom Marshall & Swift. Industrial real property improvements
have historically been valued using the Boeckh Valuation System, whose softwareis
updated annually to ensure current market trends will be reflected in real property
valuation.

Sales Comparison Approach

As previoudly stated, industrial real property does not have a history of being bought and
sold with any regularity in the open market. Infact, most industrial facilities remain just
asthey are for many years, or decades, without changing ownership. The few sales of
industrial facilities that do occur are not typically used because the sales are usually part
of amerger or acquisition and other assets and intangible considerations are part of the
sales price, and are not disclosed. There will usually not be enough verifiable sales of
stand-alone industrial properties to have a representative sample of properties of which to
compare when valuing other industrial properties.
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Income Approach

Industrial facilities are rarely valued by the income approach to value since they are
usually owner-occupied. These facilities are usually general commercial structures built
out to meet an industrial owner’s needs over a certain period of time. In other words, an
industrial facility is built for that owner’s needs and not built to turn around and |ease out
the facility to another industrial user. There are not enough industrial facilities built by
industrial usersthat are leased out to other industrial usersto be a meaningful universe of
properties for valuation purposes, if they can be found at all.

Industrial real property valuation analysts consider al three approaches to value to see
which approach is most applicable to the property being valued. Usually, the cost
approach is most applicable for the reasons previously given, but if there are any
commercial propertiesthat are closely similar to the industrial property being valued,
then the approach to value for the commercial property is reviewed to seeif itsmethod is
suitable for the industrial property being examined.

UTILITY PROPERTY

HCAD contracts with an engineering appraisal firm to provide estimates of value for real
and personal property utilities. Unitary valuation methods are generally used to value
utility property. Thisisthe same method employed by the Comptroller when conducting
the Property Value Study. These values will be provided to the district by late May of
each Tax Year.

Valuation Methods Used:

Income Approach

The income approach is heavily considered in unitary valuation, which values the unit as
awhole and the result is apportioned to the pieces of the whole. The worth of this
income stream can be compared to other investment opportunities to select the proper
capitalization rate to apply to the income stream to estimate the value of the system. The
worth of a utility isthe income stream the system will generate compared to alternative
investments that may have lessrisk in the market. The capitalization rate that is used to
estimate the value of the income stream from the utility will always have arisk
component. Physical, functional and economic depreciation will be applied to the
valuation and any additional consideration for economic issues will be applied.
Economic factors will usually be reflected in the risk portion of the capitalization rate.

Cost Approach
The cost approach istypically given more weight when the assets are newer. However,
the cost to build a utility facility is very high in today’ s market and there is not enough

available land in proximity to population density to make the construction worth doing.
Few new utilities have been built in recent years that are of sufficient magnitude to serve
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alarge population, therefore, sufficient cost datais not available to use for valuation
comparison purposes.

Sales Comparison Approach

The sales comparison approach is not an appropriate method of valuation for this
property type. Utility properties, such as electric generation, electric transmission,
telephone, and cable systems will rarely be sold in the open market on a stand-alone
basis. When a utility sells, it sells as an entire company, not piecemeal assets.

MINERALS

HCAD contracts with an engineering appraisal firm to provide estimates of value for
mineral properties such as oil, gas and salt reserves. These values will be provided to the
district by late May of each Tax Year.

Valuation Methods Used:

Income Approach to Value

The appraisal district contracts with an engineering appraisal firm for mineral appraisals.
The income approach will be used to value mineral interests. This entails estimating the
remaining future reserves of the property and the timing of how those reserves will be
recovered. This estimation of future production along with the estimation of future
pricing will generate an estimated yearly income that is discounted to current day dollars.
Each succeeding year’ sincome will be more heavily discounted than the previous, thus
rendering less and |ess value contribution with each succeeding year. For example using
adiscount of 20%, a dollar ($1.00) anticipated to be received in the 10th year of the
productive life of an oil or gas lease would only contribute $.18 (18 cents) of valuein
today’ s dollars, whereas, a dollar anticipated to be received in the first year would
contribute $.91 (91 cents) in today’ sdollars. Each year's value contribution will be
added, and then a market adjustment factor will be applied. The estimated value will be
determined from this total, based on the type of interest owned and the decimal interest
owned in the lease.

The appraisal firm's valuation methodology isin compliance with Section 23.175 (a) of
the Tax Code.

BUSINESS AND INDUSTRIAL TANGIBLE PERSONAL PROPERTY

These property types will be valued each Tax Y ear by district appraisal staff and contract
appraisal firms. After the contractor submits their values, a sample of accounts will be
randomly selected from each contractor to review. These accounts will be sent to the
contractors requesting documentation to illustrate how USPAP Standard 6 was followed
during the valuation process. Estimates of value developed by the appraisal firms will be
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provided to HCAD by late May of each Tax Year. The notices of appraised value for
business and industrial personal property will be mailed in mid-June.

Valuation Methods Used:

Cost Approach

The primary approach to the valuation of business and industrial personal property will
be the cost approach. Cost schedules will be developed based on Standard Industrial
Classification (SIC) codes. These schedules will be reviewed to conform to changing
market conditions, if necessary.

Valuation models will be created and refined using actual original cost data to derive the
replacement cost new (RCN) per square foot (or applicable unit) for a specific category
of assets. The SIC codeswill be prioritized and data will be compiled for review.
Individual accounts will be selected for field inspection. Modelswill be built and
adjusted using internally developed software, which will be tested against the prior year’s
data. Thetypical RCN per applicable unit is determined by a statistical analysis of the
available data.

The valuation models will be used to develop estimates of value for new accounts where
no rendition has been filed. The models also establish parameters for testing the
valuation of property for which prior years data exist or for which current year rendered
information is available. If the value tested falls within an acceptabl e tolerance range of
the model value, the account passes that check and moves to the next valuation step. If
the account fails, it is flagged for individual review. These tolerances may be adjusted
for the current year depending on the analysis of the results from the prior year. This
approach uses RCN, which is developed from property owner reported historical cost or
from existing valuation models. The trending factors used to develop RCN will be based
on the national average for equipment as published in a monthly report of the Marshall
Valuation Service by Marshall & Swift, L. P., from the fourth quarter (typically October)
of the prior year.

The RCN is calculated as follows:

RCN = HisTORICAL COST X INDEX FACTOR
The percent good depreciation factors will be based on the depreciation schedules for
furniture, fixtures, and equipment as published in the Marshall Valuation Service. This
mass appraisal percent good depreciation schedule is used to ensure that estimated values
are uniform and consistent within the market. RCN and percent good depreciation
factors will be utilized to develop value estimates using the following formula:

MARKET VALUE ESTIMATE = RCN X PERCENT GOOD FACTOR
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L eased and multi-location assets may be valued using original costs and the index factors
and percent good depreciation schedul es mentioned above.

Sales Comparison Approach

Business personal property istypically sold as part of the business as a whole and not by
itself, which makes this approach unsuitable for valuing most personal property. This
approach is only suitable for the valuation of certain types of vehicles and heavy
equipment. Value estimates for vehicles will be provided by an outside vendor and are
based on data furnished by National Market Reports. An appraiser using published
market guides such as National Automotive Dealers Association (NADA) book values,
Aircraft Blue Book, or Hunter McL ean market guides will appraise these types of
properties.

There are not sufficient sales of industrial personal property to have a meaningful
population of salesfor value comparison purposes. This category of persona property is
inclusive of all typesat afacility, such as furniture, computers, or machinery. Itistypical
for personal property to be included in the sale of afacility, instead of being sold
separately. There may be subsets of personal property that are sold, but that does not
provide the sales of all personal property necessary to make value comparisons under the
sales approach.

Income Approach

The income approach has limited use in the appraisal of machinery, equipment, furniture,
fixtures, and leasehold improvements because of the difficulty in estimating future net
benefits; except in the case of certain kinds of leased equipment. When reliable data on
equipment leases is available, the income approach may be used to estimate fair market
value of the equipment.

The income approach is not suitable in the appraisal of industrial personal property
because the industrial facility operator, in the production of an end service or product, is
using the personal property. Industrial facilities are not in the business of leasing their
personal property to another industrial facility for the production of an end service or
product.

THE MASS APPRAISAL REPORT

Each Tax Y ear, the mass appraisal report is prepared and certified by the chief appraiser
at the conclusion of the appraisal phase of the ad valorem tax calendar (on or about May
15th). The mass appraisal report is completed in compliance with USPAP Standards
Rule 6-8. The signed certification by the chief appraiser is compliant with USPAP
Standards Rule 6-9. Thisreappraisal plan is attached to the mass appraisal report by
reference.
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VALUE DEFENSE

Evidence to be used by the appraisal district to meet its burden of proof for market value
and equity in informal meetings and formal appraisal review board hearings will be
developed and provided to the property owner or agent in compliance with Sections
41.461 and 41.67(d), Tax Code. Evidence will be generated and available in our
Information & Assistance Division on the 3 floor or on the district’ s website through
iFile at www.hcad.org/iFile.
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ADDENDUM



CALENDAR OF KEY EVENTS

2013-2014
RESIDENTIAL
Oct Nov | Dec | Jan | Feb | Mar | Apr | May | Jun Jul Aug
Land Analysis
Neighborhood Delineation
Sales Validation
Re-inspection

Sales Ratio Analysis/Valuation:

Model Specification

Model Calibration

Final Vaue Review

New Construction/Discovery

New Construction Vaue Review

New Subdivisions

Split-outs/Combinations

Jurisdiction Estimates

Prior Y ear Correction Hearings

Prior Y ear Corrections

Field Checks

Current Y ear Hearings




CALENDAR OF KEY EVENTS

2013-2014
COMMERCIAL
Sep. | Oct | Nov | Dec | Jan Feb | Mar | Apr | May | Jun | Jul | Aug
Land Analysis
Re-inspection

Key Income & Expense Data

Valuation:

Land

Income

Cost

Sales Analysis

Permit Research

New Construction/Discovery

New Construction Vaue Review

New Subdivisions

Split-outs/Combinations

Sales Verification

Prior Y ear Correction Hearings

Prior Y ear Corrections

Current Y ear Hearings




CALENDAR OF KEY EVENTS
2013-2014

| INDUSTRIAL

PP Rendition Penalty Waivers/Hrgs

Appraisal Contractors:

Negotiate Contracts

Assign Accounts

Deliver estimates of value

Land Analysis

Re-inspection/Discovery

Valuation:

Industrial Real Property

Industrial Personal Property

Permit Research

New Construction/Vaue Review

Prior Y ear Correction Hearings

Prior Y ear Corrections

Current Y ear Hearings




CALENDAR OF KEY EVENTS
2013-2014

PERSONAL PROPERTY

Oct | Nov | Dec | Jan Feb

Mar

Apr

May

Jun

Jul

Aug

PP Rendition Penaty Waivers/Hearings

Appraisal Contractors:

Negotiate Contracts

Assign Accounts

Ddliver estimates of value

Re-inspection/Discovery

Valuation:

CAPPA Modeling

Rendition Rvw/Finalize Values

Rendition Processing

Prior Y ear Correction Hearings

Prior Y ear Corrections

Current Y ear Hearings






